
 

 U. S. Department of Housing and Urban Development  
Washington, D.C. 20410-8000  

October 6, 1995  

OFFICE OF THE ASSISTANT SECRETARY  

FOR HOUSING-FEDERAL HOUSING COMMISSIONER  

MORTGAGEE LETTER 95-46  

TO:ALL APPROVED MORTGAGEES  

SUBJECT:Single Family Loan Production - Expansion of the Energy Efficient  

Mortgage Program  

On May 24, 1993, the Department implemented the FHA Energy Efficient  

Mortgage (EEM) Pilot Program for existing one and two-unit properties in 

the  

following states: Alaska, Arkansas, California, Vermont, and Virginia. The  

Department is now expanding the EEM Program nationwide, and includes new  

construction in compliance with Section 513 of the Housing and Community  

Development Act of 1992. The detailed program requirements, processing  

instructions and underwriting procedures for the EEM Program remain the 

same  

as those set forth in Mortgagee Letter 93-13 (attached). The only  

modifications to Mortgagee Letter 93-13 are that both 203(k) 

Rehabilitation  

Mortgages and Adjustable Rate Mortgages are now allowable under the EEM  

Program, and that new as well as existing construction is included. The  

expansion of the EEM Program is effective immediately.  

An EEM recognizes the energy savings of a home that has "cost effective"  

energy saving improvements that increase the energy efficiency of a home.  

Because the home is energy efficient, the family will save on utility 

costs  

and thereby can afford to devote more of its income to the monthly 

mortgage  

payment. Energy efficiency improvements can include both energy saving  

equipment and active and passive solar technologies.  

Under the FHA EEM Program, a borrower can finance into the mortgage 100  

percent of the cost of eligible energy efficient improvements, subject to  

certain dollar limitations, without an appraisal of the energy 

improvements  

and without further credit qualification of the borrower.  



To be eligible for inclusion into the mortgage, the energy efficient  

improvements must be "cost effective," i.e., the total cost of the  

improvements (including maintenance costs) must be less than the total  

present value of the energy saved over the useful life of the 

improvements.  

The mortgage includes the cost of the energy efficient improvements in  

addition to the usual mortgage amount permitted by regulations. The FHA  

maximum loan limit for the area may be exceeded by the cost of the 

eligible  

energy efficient improvements. The cost of the energy improvements and the  

estimate of the energy savings must be determined based upon a physical  

inspection of the property by an accredited home energy rating system 

(HERS)  

or qualified energy consultant.  
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For new construction, the energy improvements must be over and above  

those required for compliance with the current FHA energy conservation  

standards for new construction. The estimate of the energy savings in new  

construction must be based upon a comparison of plans and specifications 

of  

the house with the additional energy saving improvements to those of the  

basic house which complies with the current FHA energy conservation  

standards. Presently, these standards are those of the CABO 1992 Model 

Energy  

Code (MEC).  

In order to obtain a more accurate estimate of the cost savings for each  

improvement, an alternative Energy Efficient Mortgage Worksheet 

(Attachment  

B to Mortgagee Letter 93-13) has been created. The new worksheet 

(Attachment  

BI) includes an Energy Efficient Premium Table which allows each eligible  

improvement to be assigned its own useful life. The optional worksheet is  

attached and can be used as an alternative to Attachment B of Mortgagee  

Letter 93-13.  

Please note that the program disclosure statement requirement has  

changed. The program no longer requires that all applicable borrowers 

receive  

a separate Disclosure Statement informing them of the FHA EEM program.  

Instead, at the next revision, language will be added to the FHA 

disclosure  

notice, Important Notice to Homebuyers. Realizing the importance of some 

form  

of disclosure notice, lenders are requested to use alternative methods of  

informing potential homebuyers of the EEM Program. As a temporary 

substitute,  

lenders may use the attached FHA Fact Sheet as a disclosure statement.  



If you have any questions concerning this Mortgagee Letter, please  

contact the local HUD Office.  

Sincerely yours,  

Nicolas P. Retsinas  

Assistant Secretary for Housing-  

Federal Housing Commissioner  

Attachments  

U.S. Department of Housing and Urban Development  

Washington, D.C. 20410-8000  

ENERGY EFFICIENT MORTGAGES  

Purpose  

Provides mortgage insurance for a person to purchase or refinance a  

principal residence and incorporate the cost of energy efficient 

improvements  

into the mortgage. The mortgage loan is funded by a lending institution, 

such  

as a mortgage company, bank, savings and loan association and the mortgage 

is  

insured by HUD.  

Eligibility Requirements  

oBorrower must meet standard FHA credit qualifications.  

oBorrower is able to finance closing costs and the upfront mortgage  

insurance premium into the mortgage. The borrower will also be  

responsible for paying an annual premium.  

oExisting or newly constructed one-to-two unit properties are  

eligible.  

oThe cost of the energy efficient improvements that may be eligible  

for financing into the mortgage is the greater of 5% percent of the  

property's value (not to exceed $8,000) or $4,000.  

oTo be eligible for inclusion in the mortgage, the energy efficient  

improvements must be cost effective, meaning that the total cost of  

the improvements is less than the total present value of the energy  

saved over the useful life of the energy improvement.  

oThe cost of the energy improvements and estimate of the energy  

savings must be determined by a home energy rating system (HERS) or  

energy consultant. up to $200 of the cost of the energy inspection  



report may be included in the mortgage.  

oMaximum mortgage amount for a single family unit is $152,362 plus  

the cost of the eligible energy efficient improvements. Lesser  

limits may be applicable in other areas.  

For More Information  

Contact your local HUD office.  

Attachment  

Attachment B1  

ENERGY EFFICIENT MORTGAGE WORKSHEET: QUALIFYING THE BORROWER  

The borrower must be qualified for the mortgage amount before adding the 

cost  

of energy efficient improvements to the mortgage. To show that the 

borrower  

qualified for the mortgage amount, show the borrower qualifying ratios on 

the  

mortgage by completing the worksheet below:  

STEP 1: QUALIFYING THE BORROWER  

1.Enter the amount from line 10g of the HUD 92900-WS: $_____  

2. Estimated upfront MIP for amount on line 1, above: $_____  

3. Sum of line 1 and 2, above: $_____  

4.Monthly payments based on mortgage amount from line 3, above:  

A) Estimated PITI and monthly MIP: $_______  

B) Estimated PITI, monthly MIP, and  

recurring expenses (total fixed): $_______  

5.Qualifying ratios using mortgage amount before adding cost of energy  

efficient improvements:  

A) Mortgage payment to income ratio: ______%  

B) Total fixed payment to income ratio: ______%  

STEP 2: ADDING THE COST OF ENERGY EFFICIENT ITEMS TO THE MORTGAGE AMOUNT  

1.If the borrower is an acceptable credit risk for the mortgage amount  

requested before adding the cost of the energy efficient items, complete  

the EE Premium Worksheet (page 3) for each eligible improvement to  

determine if the cost of the energy efficient improvements may be added  

to the mortgage amount.  

Total EE Premium: $_________ (from Page 3)  



2.Installed Cost: $_________  
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3.Compare EE premium $______ to Installed Cost $_______:  

A)If EE Premium is less than installed cost, the energy efficient  

items may not be financed into the mortgage.  

B)If EE Premium exceeds installed cost determine the amount that may  

be added to the mortgage amount below:  

Does installed cost exceed $4,000?  

1)If NO, show installed cost here $______ and add to base  

mortgage amount.  

2)If YES (installed cost exceeds $4,000), does installed cost  

exceed five percent of the appraised value of the property?  

a)If NO, show the lesser of $8,000 or the installed cost  

here $_______ and add to base mortgage amount.  

b)If YES (installed cost exceeds five percent of appraised  

value), show the lesser of $8,000 or five percent of the  

appraised value here $_____ and add to the base mortgage  

amount.  

The amount calculated above is the maximum amount that may be added to the  

mortgage previously calculated on line 10g of the HUD-92900-WS, Mortgage  

Credit Analysis Worksheet. Line 6a, 6b, and 6c of the analysis worksheet 

will  

reflect the addition of the EE premium in the new mortgage amount. Be 

certain  

to identify in the "Remarks" section of the worksheet why the final 

mortgage  

exceeds the line 10g and also show the revised loan to value ratio and  

borrower qualifying ratios for the higher mortgage amount. A copy of this  

Attachment B must be attached to the worksheet. The upfront MIP must be  

calculated on the mortgage amount including the energy efficient  

improvements.  
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ENERGY EFFICIENT PREMIUM TABLE  

NOT SHOWN.  



U. S. Department of Housing and Urban Development  

Washington, D.C. 20410-8000  

May 24, 1993  

OFFICE OF THE ASSISTANT SECRETARY  

FOR HOUSING-FEDERAL HOUSING COMMISSIONER  

Mortgagee Letter 93-13  

TO: ALL APPROVED MORTGAGEES  

SUBJECT:Single Family Loan Production-Energy Efficient Mortgage Pilot  

Program  

In compliance with Section 513 of the Housing and Community Development  

Act of 199, (Act), HUD is establishing an FHA Energy Efficient Mortgage 

(EEM)  

Pilot Program for existing properties located in the following states:  

Alaska, Arkansas, California, Vermont and Virginia. This Pilot Program is  

effective immediately.  

An EEM recognizes the energy savings of a home that has "cost effective"  

energy saving improvements that increase the energy efficiency of a home.  

Because the home is energy efficient, the family will save on utility 

costs  

and thereby can afford to devote more of its income to the monthly 

mortgage  

payment. Energy efficiency can include both energy saving and active and  

passive solar technologies.  

Under the FHA EEM Pilot Program, a borrower can finance into the  

mortgage 100% of the cost of eligible energy efficient improvements, 

subject  

to certain dollar limitations, without an appraisal of the energy 

efficient  

improvements. To be eligible for inclusion into the mortgage, the energy  

efficient improvements must be "cost effective," i.e., the total cost of 

the  

improvements (including maintenance costs) must be less than the total  

present value of the energy saved over the useful life of the 

improvements.  

The mortgage includes the cost of the energy efficient improvements in  

addition to the usual mortgage amount permitted by Regulations.  

The detailed program requirements and processing and underwriting  

procedures for the FHA EEM Pilot Program are set forth below.  

I.BASIC PROGRAM REQUIREMENTS  



A.Only existing one and two unit properties located in the above  

mentioned States are eligible. New construction is not  

eligible, nor are three and four unit existing properties.  
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B.The cost of any improvement to the property that will increase the  

property's energy efficiency and that is determined to be "cost  

effective" is eligible for financing into the mortgage and its cost  

may be added to the mortgage amount up to the greater of:  

1. 5% of the property's value (not to exceed $8,000) or,  

2. $4,000.  

"Cost effective" means that the total cost of the improvements,  

including any maintenance costs, is less than the total present  

value of the energy saved over the useful life of the energy  

improvement. The FHA maximum loan limit for the area may be  

exceeded by the cost of the energy efficient improvements.  

C.The cost of the energy improvements (including maintenance costs)  

and the estimate of the energy savings must be determined based  

upon a physical inspection of the property by a home energy ratings  

system (HERS) or energy consultant.  

The HERS or energy consultant must be an independent entity, not  

related, directly or indirectly, to the seller of the property or  

the prospective borrower. The contractor selected by the borrower  

to install the energy efficient improvements may not be related,  

directly or indirectly, to the HERS or energy consultant. The HERS  

or energy consultant may be:  

1.a utility company or,  

2.a local, state or Federal government agency or,  

3.an entity approved by a local, state or Federal government  

agency specifically for the purpose of providing home energy  

ratings on residential properties or,  

4.a non-profit organization experienced in conducting home  

energy ratings on residential properties.  

D.The home energy rating report prepared by the HERS or energy  

consultant must be a written report provided to the prospective  

borrower and lender and it must contain the following information:  
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1.Address of the property.  



2.Name of the current owner(s) of the property.  

3.Date of the property inspection.  

4.Description of the energy features currently in the property.  

This must include, at a minimum, a description of the  

insulation R values in ceilings, walls and floors;  

infiltration levels and barriers (caulKing, weatherstripping  

and sealing); a description of the windows (storm windows,  

double pane, triple pane etc.) and doors; and a description of  

the heating (including water heating) and cooling systems.  

5.Description of the improvements recommended to improve the  

energy efficiency of the property.  

6.Estimated costs of the energy improvements, their useful life  

and the costs of any maintenance over the useful life.  

7.Present estimated annual utility costs before installation of  

the energy efficient improvements.  

8.Estimated annual utility costs after installation of the  

energy efficient improvements.  

9.Estimated annual savings in utility costs after installation:  

of the energy efficient improvements.  

10.Printed name(s) and signature(s) of the person(s) that  

inspected the property and prepared the report and the date of  

preparation of the report.  

11.The following certification, signed by the person(s) who  

inspected the property and prepared the report, must accompany  

the report:  

"I certify, that to the best of my knowledge and belief, the  

information contained in this report is true and accurate  

and.I understand that the information in this report may be  

used in connection with an application for an energy efficient  

mortgage to be insured by the Federal Housing Administration  

of the United States Department of Housing and Urban  

Development."  
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E.A mortgage for the purchase or refinance (including rate reduction  

streamline refinance) of a property to be insured under Section  

203(b), Section 221(d)(2) or Section 234(c) is eligible for this  

EEM Pilot Program. For streamline refinance transactions, however,  

lenders are reminded that the borrower's monthly payment for  



principal and interest for the refinance mortgage (which will  

include the cost for the energy efficient improvements) must be  

lower than the monthly principal and interest on the current  

mortgage.  

F.An escrow account may be established for no more than three months  

after loan closing to allow for installation of the energy  

efficient improvements. The escrow account may be administered by  

the lender, a utility company, a non-profit organization or a  

government agency. The escrow account must be insured and be  

established at a financial institution supervised by a Federal  

agency.  

II.PROCESSING AND UNDERWRITING REQUIREMENTS  

A.The lender will first process the mortgage loan application and  

qualify the borrower using our standard underwriting requirements  

and qualifying ratios. If the borrower elects to have an EEM and  

add the cost of the energy efficient improvements to the mortgage,  

the lender must take the following additional steps:  

1.The lender must obtain a report prepared by a HERS or energy  

consultant showing the estimated costs of installing the  

energy efficient improvements (including any maintenance  

costs) and the estimated annual savings in utility costs that  

will result from the installation of the energy efficient  

improvements.  

2.Using the HERS or energy consultant's report, the lender must  

determine that the energy efficient improvements are "cost  

effective" by calculating the present cost of the energy  

improvements, including maintenance costs, if any, over the  

useful life of the improvements and the present value of the  

energy savings over the useful life of the energy  

improvements. If the energy efficient improvements meet the  

"cost effective" test, i.e. present cost of improvements is  

less than the present value of the energy savings, then the  

lender may add 100 percent of the cost of the energy efficient  

improvements (subject to the dollar limits in paragraph IS,  

above) to the otherwise allowable maximum mortgage amount.  

(See Attachment A to this letter for examples showing how to  

make these calculations and Attachment B of this letter which  
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is an EEM Worksheet that must be used to qualify the borrower  

for the mortgage before adding the energy efficient  

improvements and then to calculate the EEM amount. If the  

mortgage is an EEM, Attachment B must be attached to the  

Mortgage Credit Worksheet (Form HUD-92900WS) when the lender  

submits the case for insurance endorsement). No appraisal of  

the energy efficient improvements is necessary and the  

borrower need not meet any further credit standards. If the  

energy efficient improvements meet the "cost effective" test,  



then the full cost of the improvements can be added to the  

borrower's base loan amount without a determination of value  

and without further credit qualification.  

3.The lender will calculate the upfront mortgage insurance  

premium on the full mortgage amount (which will include the  

cost of the energy improvements). Closing can then occur.  

B.HUD will insure the mortgage before the energy efficient  

improvements are installed, provided the lender establishes an  

escrow account and deposits to it the funds to pay for the energy  

efficient improvements. The escrow account shall be for a period of  

no more than 90 days. If the improvements are not installed with 90  

days, the lender must apply the funds held in escrow to a  

prepayment of the principal balance of the mortgage. The escrow  

account may be established by the lender and administered by either  

the lender, a utility company, a non-profit organization or a  

government agency. However, the lender is responsible for assuring  

HUD that the escrow has been cleared. Lenders shall execute form  

HUD 92300, Mortgagee Assurance of Completion, to indicate that the  

escrow for the energy efficient improvements has been established  

and the lender, subsequently, is responsible for notifying HUD that  

the improvements have been installed and that the escrow has been  

cleared. The installation of the improvements may be inspected by  

the lender, the HERS or a HUD fee inspector and the borrower may be  

charged an inspection fee in accordance with the local HUD Field  

Office fee schedule.  

C.The lender must include a copy of the home energy rating report  

performed by the HERS or energy consultant in the closing package  

when requesting insurance endorsement.  

D.When calculating the borrower's maximum mortgage amount, the lender  

- may include as an eligible closing cost, up to $200, the cost of  

the inspection report prepared by the HERS or energy consultant.  
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III. DISCLOSURE STATEMENT REQUIRED TO BE GIVEN TO ALL BORROWERS  

The Act requires that all applicable borrowers receive a Disclosure  

Statement informing them of the FHA EEM program requirements and the 

benefits  

of an EEM. Therefore, the attached disclosure statement (Attachment C to 

this  

letter) must be signed and dated by all borrowers at the time of initial 

loan  

application who are either purchasing or refinancing with FHA mortgage  

insurance, an existing one or two unit property in the above five states.  

This Disclosure Statement must be given to all applicants effective for 

sales  



contracts (or initial loan applications for refinance transactions) signed 

on  

or after July 1, 1993. A photocopy of this Disclosure Statement, signed by  

the borrowers, must be included in the case binder when the case is 

submitted  

to the Field Office for insurance endorsement.  

If you have any questions concerning this Mortgagee Letter, please  

contact the local HUD Field Offices located in the above-mentioned five  

states.  

Very sincerely yours,  

Nicolas P. Retsinas  

Assistant Secretary for Housing-  

Federal Housing Commissioner  

Attachments  

Attachment A  

EFFECT ON MORTGAGE AMOUNT OF ENERGY EFFICIENT IMPROVEMENTS  

NOTE: All examples assume the property appraised (not including the energy  

efficient improvements) for an amount equal to or exceeding the sales 

price  

of the property. All loan amounts are prior to adding HUD's Upfront 

Mortgage  

Insurance Premium (UFMIP). Calculate maximum mortgage amounts (before 

adding  

the cost of energy efficient improvements) as presently required by 

applying  

maximum loan-to-value (LTV) ratios to the mortgage basis, as well as by  

applying the 97.75% (or 98.75 for properties at or below $50,000) 

limitation  

to the appraised value excluding closing costs. The lower of the two 

amounts  

determines HUD's maximum insurable mortgage (up to the maximum dollar 

amount  

for the area) before adding the cost of the energy efficient improvements 

and  

UFMIP. Except as noted, no maintenance costs for the energy efficient  

improvements are expected.  

Example 1.  

The existing property sold for $60,000. The borrowers wish to install  

$2,000 worth of energy-efficient (EE) improvements that have a useful  

life of 7 years and will save $35 in monthly utility costs. The  



borrowers' closing costs total $1,200, including $200 of the $250 charge  

for the HERS inspection report. The interest rate on the mortgage is  

8.00%  

$60,000 Sales Price $60,000 Ap. Value  

+ 1,200 Closing Costs x97.75% Max. LTV  

$61,200 Mortgage Basis $58,650 Max Loan  

x97/95% Maximum Loan-to-Value Ratio  

$58,640 Loan Amount (before UFMIP)  

$2,000 Installed cost of EE Improvements  

7 Years Expected Life of Improvements  

$35 Expected Monthly Savings  

$420 Expected Yearly Savings  

5.206 Present Value Factor (8% Interest Rate @ 7 Years)  

$2,186 EE Premium (5.206PV x $420 Annual Savings)  

Since the present value of the energy savings over the expected  

life of the improvements (the EE premium) is greater than the  

installed cost of the improvements, the entire cost of the  

improvements may be added to the mortgage amount (as shown below):  

$58,640 Mortgage Amount from above  

+ 2,000 Installed Cost of EE Items  

$60,640 Mortgage Amount with Installed EE Items  

Example 2.  

The existing property sold for $60,000. The borrowers wish to  

install $3,000 worth of energy-efficient (EE) improvements that  

have a useful life of 10 years and will save $40 in monthly utility  

costs. The borrowers' closing costs total $1,200, including $200  

of the $250 charge for the HERS inspection report. The interest  

rate on the mortgage is 8.00%  

$60,000 Sales Price $60,000 Ap. Value  

+ 1,200 Closing Costs x97.75% Max. LTV  

$61,200 Mortgage Basis $58,650 Max. Loan  

x97/95% Maximum Loan-to-Value Ratio  

$58,640 Loan Amount (before UFMIP)  

$3,000 Installed Cost of EE Improvements  

10 Years Expected Life of Improvements  

$40 Expected Monthly Savings  

$480 Expected Yearly Savings  

6.710 Present Value Factor (8% Interest Rate @ 10 Years)  

$3,220 EE Premium (6.710pv x $480 Annual Savings)  

Since the present value of the energy savings over the expected  



life of the improvements (the EE premium) is greater than the  

installed cost of the improvements, the entire cost of the  

improvements may be added to the mortgage amount (as shown below):  

$58,640 Mortgage Amount from above  

+ 3,000 Installed Cost of EE Items  

$61,640 Mortgage Amount with Installed EE Items  

Example 3  

The existing property sold for $60,000. The borrowers wish to install  

$2,500 worth of energy-efficient (EE) improvements that have a useful  

life of 7 years and will save $35 in monthly utility costs. The  

borrowers' closing costs total $1,200, including $200 of the $250 charge  

for the HERS inspection report. The interest rate on the mortgage is  

8.00%  

$60,000 Sales Price $60,000 Ap. Value  

+ 1,200 Closing Costs x97.75% Max. LTV  

$61,200Mortgage Basis $58,650 Max. Loan  

x97/95%Maximum Loan-to-Value Ratio  

$58,640 Loan Amount (before UFMIP)  

$2,500 Installed Cost of EE Improvements  

7 Years Expected Life of Improvements  

$35 Expected Monthly Savings  

$420 Expected Yearly Savings  

5.206 Present Value Factor (8% Interest Rate @ 7 Years)  

$2,186 EE Premium (5.206PV x $420 Annual Savings)  

Since the present value of the energy savings over the expected  

life of the improvements (the EE premium) DO NOT exceed the  

installed cost of the improvements, the cost of the improvements  

are not eligible to be added to the mortgage amount.  

Example 4.  

The existing property sold for $60,000. The borrowers wish to install  

$5,000 worth of energy-efficient (EE) improvements that have a useful  

life of 30 years and will save $40 in monthly utility costs. The  

borrowers' closing costs total $2,500, including $200 of the $250 charge  

for the HERS inspection report. The interest rate on the mortgage is  

7.50%  

$60,000 Sales Price $60,000 Ap. Value  

+ 2,500 Closing Costs x97.75% Max LTV  

$62,500 Mortgage Basis *$58,650 Max Loan  

x97/95% Maximum Loan-to-Value Ratio  

$59,875 Loan Amount (before UFMIP)  

* Because of the 97.75% limitation applied to the appraised value  

excluding closing costs, the maximum insurable loan before UFMIP is  

$58,650.  



$5,000 Installed Cost of EE Improvements  

30 Years Expected Life of Improvements  

$40 Expected Monthly Savings  

$480 Expected Yearly Savings  

11.810 Present Value Factor (7.5% Interest @ 30 Years)  

$5,668 EE Premium (11.810PV x $480 Annual Savings)  

Since the present value of the energy savings over the expected  

life of the improvements (the EE premium) is greater than the  

installed cost of the improvements, $4,000 of the improvements may  

he added to the mortgage amount (as shown below). Only $4,000 of  

the improvements may be added to the mortgage because of the limit  

on the amount of EE premium that can be added to the mortgage. See  

paragraph I-B of the Mortgagee Letter:  

$58,650 Mortgage Amount from above  

+ 4,000 Installed Cost of EE Items  

$62,650 Mortgage Amount with Installed EE Items  

Example 5.  

The existing property sold for $60,000. The borrowers wish to install  

$3,000 worth of energy-efficient (EE) improvements that have a useful  

life of 10 years, has average maintenance costs of $25 per year, and  

will save $45 in monthly utility costs. The borrowers' closing costs  

total $1,200, including $200 of the $250 charge for the HERS inspection  

report. The interest rate on the mortgage is 8.00%  

$60,000 Sales Price $60,000 Ap. Value  

+ 1,200 Closing Costs x97.75% Max. LTV  

$61,200 Mortgage Basis $58,650 Max. Loan  

x97/95% Maximum Loan-to-value Ratio  

$58,640 Loan Amount (before UFMIP)  

$3,000 Installed Cost of EE Improvements  

10 Years Expected Life of Improvements  

$45 Expected Monthly Savings  

$515 Expected Yearly Savings ($540-$25 maintenance costs)  

6.710 Present Value Factor (8% Interest Rate @ 10 Years)  

$3,456 EE Premium (6.710PV x $515 Annual Savings)  

Since the present value of the energy savings (net of maintenance  

costs) over the expected life of the improvements (the EE premium)  

is greater than the installed cost of the improvements, the entire  

cost of the improvements may be added to the mortgage amount (as  

shown below):  

$58,640 Mortgage Amount from above  

+ 3,000 Installed Cost of EE Items  

$61,640 Mortgage Amount with Installed EE Items  

Example 6.  

The maximum mortgage limit for the area is $151,725. The existing  



property sold for $155,000. The borrowers wish to install $10,000 worth  

of energy-efficient (EE) improvements that have a useful life of 30  

years and will save $75 in monthly utility costs, The borrowers' closing  

costs total $5,000, including $200 of the $500 charge for the HERs  

inspection report. The property was valued at $155,000. The interest  

rate on the mortgage is 8.00%  

$155,000 Sales Price $155,000 Ap. value  

+ 5,000 Closing Costs x97.75% Max LTV  

$160,000 Mortgage Basis $151,512  

x97/95/90 Maximum Loan-to-Value Ratio  

$150,750 Loan Amount (before UFMIP)  

$10,000 Installed Cost of EE Improvements  

30 Years Expected Life of Improvements  

$75 Expected Monthly Savings  

$900 Expected Yearly Savings  

11.258 Present Value Factor (8% Interest Rate @ 30 Years)  

$10,132 EE Premium (11.258PV x $900 Annual Savings)  

Although the present value of the energy savings over the expected  

life of the improvements (the EE premium) is greater than the  

installed cost of the improvements, the amount that may be added to  

the mortgage amount is limited to the lowest of the cost of  

improvements, $8,000 or 5% of the appraised value (as shown below):  

$150,750Mortgage Amount from above  

+ 7,750Lowest of installed cost ($10,000), $8,000  

limit, or 5% of appraised value of $155,000  

($7,750)  

$158,500 Mortgage Amount with Installed EE Items  

Also note that the mortgage amount permitted exceeds the statutory  

limit for the area of $151,725 because of the amount of the EE  

items.  

Example 7.  

The existing conventional loan is being refinanced to a HUD-insured  

mortgage. The borrower owes $60,000 and wishes to install $2,500 worth  

of energy-efficient (EE) improvements that have a useful life of 10  

years and will save $35 in monthly utility costs. The property was  

appraised for $65,000 and the borrower's closing costs including  

discount points total $2,500, including $200 of the $250 charge for the  

HERS inspection report. The interest rate on the mortgage is 8.00%  

$60,000 Unpaid Principal Balance $65,000 Ap. Value  

+ 2,500 Closing Costs + 2,500 C. Costs  

$62,500 Maximum Mortgage $67,500 Mort Basis  

x97/95% Max LTV  



$64,625 Loan Amount  

$2,500 Installed Cost of EE Improvements  

10 Years Expected Life of Improvements  

$35 Expected Monthly Savings  

$420 Expected Yearly Savings  

6.710 Present Value Factor (8% Interest Rate @ 10 Years)  

$2,818 EE Premium (6.710PV x $420 Annual Savings)  

Since the present value of the energy savings over the expected  

life of the improvements (the EE premium) is greater than the  

installed cost of the improvements, the entire cost of the  

improvements may be added to the mortgage amount (as shown below):  

$62,500 Mortgage Amount from above  

+ 2,500 Installed cost of EE Items  

$65,000 Mortgage Amount with Installed EE Items  

Example 8.  

The existing property is being streamline refinanced without an  

appraisal from a 12% interest rate mortgage to a 8% interest rate. The  

borrower owes $60,000 (of an original debt of $61,500) and wishes to  

install $2,500 worth of energy-efficient (EE) improvements that have a  

useful life of 10 years and will save $35 in monthly utility costs.  

$60,000Unpaid Principal Balance (Loan excluding MIP cannot exceed  

this amount; no closing costs may be financed.)  

$2,500 Installed Cost of EE Improvements  

10 Years Expected Life of Improvements  

$35 Expected Monthly savings  

$420 Expected Yearly savings  

6.710 Present Value Factor (8% Interest Rate @ 10 Years)  

$2,818 EE Premium (6.710PV x $420 Annual Savings)  

Since the present value of the energy savings over the expected  

life of the improvements (the EE premium) is greater than the  

installed cost of the improvements, the entire cost of the  

improvements may be added to the mortgage amount (as shown below)  

provided that the principal and interest of the new mortgage with  

the energy efficient items added is less than the P&I of the  

mortgage being refinanced:  

$60,000Mortgage Amount from above  

+ 2,500Installed Cost of EE Items  

$62,500Mortgage Amount with Installed EE Items  

Compare: P&I for $61,500 @ 12% = $633  

P&I for $62,500 & 8% = $458  

Since even with the inclusion of the energy efficient items into  

the new mortgage amount there is a reduction to the borrower's  



monthly principal and interest payment, the installed cost may be  

added to the insurable mortgage.  

Attachment B  

ENERGY EFFICIENT MORTGAGE WORKSHEET  

STEP 1: QUALIFYING THE BORROWER  

The borrower must be qualified for the mortgage amount before adding the 

cost  

of energy efficient improvements to the mortgage. To show that the 

borrower  

qualified for the mortgage amount, show the borrower qualifying ratios on 

the  

mortgage by completing the worksheet below.  

1. Enter the amount from line 14g of the HUD 92900-WS $_____  

2. Estimated upfront MIP for amount on line 1, above. $_____  

3. Sum of line 1 and 2, above: $_____  

4. Monthly payments based on mortgage amount from line 3, above.  

a) Estimated PITI and monthly MIP $_____  

b) Estimated PITI, monthly MIP,  

and recurring expenses (total fixed) $_____  

5.Qualifying ratios using mortgage amount before adding cost of energy  

efficient improvements.  

a) Mortgage payment to income ratio ____.____%  

b) Total fixed payment to income ratio ____.____%  

STEP 2: ADDING THE COST of ENERGY EFFICIENT ITEMS to THE  

MORTGAGE AMOUNT  

If the borrower is an acceptable credit risk for the mortgage amount  

requested before, adding the cost of the energy efficient items, complete 

the  

worksheet below to determine if the cost of the energy efficient 

improvements  

may be added to the mortgage amount.  

1. Mortgage Interest Rate ____.____%  

2. Expected Useful Life _______Years  

3. Present Value Factor (from chart) ____._____  

4. Expected Monthly Savings $ 30  



x 12  

5. Expected yearly savings $360  

a. Minus expected yearly maintenance $ -60  

b. =Net Yearly Savings $ 300  

6.EE Premium (Net Yearly Savings x Present Value Factor) (Present Worth of  

Estimated Savings)  

Net YR Savings $ 300 x 6.710 PV = $ $2013 EE  

7.Installed Cost $ 2000  

Compare EE Premium to Installed Cost:  

8.If EE Premium (line 6) is less than installed cost (line 7), the energy  

efficient items may not be financed into the mortgage.  

If EE Premium (from line 6) exceeds installed cost (line 7), answer the  

following questions to determine the amount that may be added to the  

mortgage amount:  

Does installed cost (line 7) exceed $4,000? If NO, show installed cost  

line 7) here $ 2000 and add to base mortgage amount. If YES (installed  

cost exceeds $4,000), does installed cost exceed 5 percent of the  

appraised value of the property? If NO, show the lesser of $8,000 or the  

installed cost (line 7) here $ n/a and add to base mortgage amount. If  

YES (installed cost exceeds 5 percent of appraised value), show the  

lesser of $8,000 or 5 percent of the appraised value here $ n/a and add  

to the base mortgage amount.  

The amount calculated above is the maximum amount that may be added to  

the mortgage previously calculated on line 14g of the HUD-92900-WS,  

Mortgage Credit Analysis Worksheet. Line 6a, 6b, and 6c of the analysis  

worksheet will reflect the addition of the EE premium in the new  

mortgage amount. Be certain to identify in the "Remarks" section of the  

worksheet why the final mortgage exceeds the line 14g and also show the  

revised loan to value ratio and borrower qualifying ratios for the  

higher mortgage amount. A copy of this Attachment B must be attached to  

the worksheet. The upfront MIP must be calculated on the mortgage amount  

including the energy efficient improvements.  

MORTGAGE CREDIT  

ANALYSIS WORKSHEET  

SAMPLE OF FORM HUD 92900-WS WAS INCLUDED HERE.  

Attachment C  

U.S. Department of Housing and Urban Development  



ENERGY EFFICIENT MORTGAGE PILOT PROGRAM  

Section 513 of the Housing and Community Development Act of 1992  

requires the U.S. Department of Housing and Urban Development (HUD) 

through  

the Federal Housing Administration (FHA) to establish a pilot program to  

provide mortgage insurance for Energy Efficient Mortgages. The property 

you  

are purchasing or refinancing may be eligible for this pilot program. The 

law  

requires that you be informed of this program and that you acknowledge by  

signing this statement that you understand the benefits of the program.  

What is an Energy Efficient Mortgage?  

An Energy Efficient Mortgage, or EEM, recognizes the energy savings of  

a home. It allows the homebuyer (or homeowner if it is a refinance) to  

qualify for a larger mortgage to finance the construction or installation 

of  

improvements to a home that will increase the home's energy efficiency.  

Because the home will be more energy efficient after installation of the  

energy saving improvements, the family can devote more of its income to 

the  

mortgage payment.  

How do I apply for an EEM?  

When you apply for your mortgage loan, tell your lender that you are  

interested in an EEM. You or the lender must then have the home inspected 

and  

rated by a home energy rating organization. Many utility companies and 

other  

organizations perform these energy inspections and ratings. The home 

energy  

rating organization will determine the energy use of the home and 

recommend  

the improvements that may save energy. For example, the inspection may 

show  

that adding additional insulation, replacing an old furnace or other 

similar  

improvements will increase the energy efficiency of the home. If these  

improvements will save you more money than it costs to install them, then 

the  

costs of the improvements (up to certain dollar limits) may be financed 

into  

your mortgage.  

Where can I get more information about an EEM?  

Ask your real estate broker, mortgage lender, utility company or state  



energy office for more information about an EEM.  

Borrower Signature Date  

Borrower Signature Date 


